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Introduction and Background

1. On August 2, 1996 the Montana Public Service Commission (Commission)

received an application from US West Communications, Inc. (US West) to increase rates for

residential local exchange service to reflect an increase in depreciation expense.  US West

contends in its application that it should be allowed to reflect in rates increased depreciation

expense caused by using shorter equipment lives as prescribed for US West by the Federal

Communications Commission in 1995.  If the Commission were to approve the application as

filed US West's basic residential rates would increase by $1.56 per month.  US West proposed to

implement the increase in two $0.78 increments, the first on February 1, 1997 and the second,

assuming US West could meet certain service objectives, on May 1, 1998.

2. The US West application was filed pursuant to the settlement agreement

(Agreement) of a lawsuit the Commission filed against US West over alleged violations of

certain of the Commission's service standard rules.  The State of Montana, Montana Department

of Public Service Regulation, Montana Public Service Commission v. US West

Communications, Inc., Lewis and Clark County, Cause No. CDV-94-1877.  The Agreement,

dated July 19, 1996, states in relevant part as follows: 
U S WEST believes that the rates it is authorized to charge

for telephone service in Montana should reflect the increased
depreciation rates prescribed by the Federal Communications
Commission (FCC) in 1995.  U S WEST believes that that increase
in depreciation rates should be reflected as an increase in the
residential rate for local exchange service (1FR).  The requested
increase in the Company's authorized cost of service to reflect the
new depreciation rates would be approximately $4.4 million, and
the requested increase in 1FR rate approximately $1.50.  U S
WEST will propose to phase in the increase in 1FR rate, in two
approximately equal increments, over the duration of this
Agreement.  The Commission may condition the reflection of the
second increment in rates upon U S WEST meeting the objective
specified in Part IV A of this Agreement.  The Commission agrees
to hear, on an expedited basis, in accordance with this part, an
application by U S WEST to reflect the 1995 depreciation rates
prescribed by the FCC, as an increase in the 1FR rate.

***
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U S WEST will be allowed to present the filing described
in this part as what is commonly referred to as a single issue filing.
 The single issue will be the propriety of the new depreciation rates
prescribed by the FCC and the U S WEST proposal to increase the
1FR rate to reflect that change in depreciation rates.  The filing will
not require a complete reexamination of the Company's total cost
of providing telephone service in the State of Montana.

***
In order to allow a single issue filing by U S WEST, the

Commission agrees to waive certain of its minimum filing
requirements.  The waiver shall include the provisions of ARM
38.5.2803 and 38.5.2087 - 2820.

***
The Commission agrees to hear the Company's application

and issue a final decision upon it within six months of the date the
application is filed. 

***
If the application is opposed by the Montana Consumer

Counsel or any other party to the proceeding, U S WEST may
withdraw its filing under this part at any time.

***
The inducement offered by the Commission to U S WEST

in this part is procedural only.  The Commission does not, by its
entry into this Agreement, agree it will authorize the rate increase
to be requested by U S WEST.  It is expressly understood by U S
WEST that the Commission, in a reasonable exercise of its
discretion, may grant all, part of, or none of the relief requested by
U S WEST.

Agreement, Part VII, pp. 13-15.

3. In conformance with the Agreement the Commission waived ARM 38.5.2803 and

38.5.2807-2820 and agreed to consider US West's application as a single issue filing.  In

addition, the Commission pledged to expedite its consideration of the application and issue a

decision by February 2, 1997. 

4. On August 9, 1996 the Commission issued a Notice of US West's Application,

and on August 30, 1996 issued Procedural Order No. 5937a, setting a tentative hearing date and

deadlines for discovery and  prefiled testimony.  Intervention in this Docket was granted to the

Montana Consumer Counsel (MCC), AT&T, and Sprint Communications Company.  On

October 29, 1996, the amended deadline for intervenor testimony, US West and the MCC filed a

stipulation to settle issues raised in this Docket.  Under the stipulation US West rates would

increase to generate $4,406,498 in annual revenue, the same as the initial Application.  The

revenue would be generated, however, using a different rate design.  Under the stipulation

residential rates would increase $0.76 on March 2, 1997 ($2,203,249 of revenue requirement)
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and $0.39 on June 1, 1998 ($1,111,774 of revenue requirement); business rates would increase

by $1.15 on June 1, 1998 ($1,091,475 of revenue requirement).  The June 1, 1998 increases in

rates are contingent on satisfactory service standard performance by US West pursuant to the

Agreement.  Neither AT&T nor Sprint participated in the discussions leading to the stipulation

between US West and MCC.  No intervenor filed testimony in this Docket.

5. On December 13, 1996 the Commission issued a Notice of Public Hearing,

noticing both the original application and the stipulation.  A hearing was held on January 9, 1997.

Discussion

6. Since there is no evidence on the record challenging the reasonableness of the

increased depreciation expense, the Commission is bound to accept the annual revenue increase

requested.  The only issue is how best to reflect that increase in rates.  The Application requests

that the entire increase be reflected in residential rates.  The stipulation requests that

approximately three quarters of the increase be reflected in residential rates and approximately

one quarter in business rates.

7. Absent an allocated cost of service study the usual ratemaking practice is to reflect

revenue increases proportionately across all customer classes and services.  In this case, there is

no cost basis for applying the entire increase to the residential class, as initially proposed by US

West.  Similarly, there is no cost basis for the allocation contained in the stipulation.  Of the two

alternatives, however, the stipulation is preferable because it at least partially distributes the

increase over more than one customer class.  Therefore, the Commission approves the stipulated

agreement between US West and the MCC.

Conclusions of Law

1. The Applicant, US West Communications, Inc., is a corporation providing

regulated telecommunications services within the State of Montana and, as such, is a public

utility within the meaning of §§ 69-3-101 and 69-3-803(3), MCA.

2. The Montana Public Service Commission properly exercises its jurisdiction in this

Docket pursuant to §§ 69-3-102, 69-3-302 and 69-3-807(1).

3. The Commission has provided adequate public notice and opportunity for a public

hearing in this matter, pursuant to the Montana Administrative Procedure Act, Title 2, Chapter 4,

MCA.
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4. The rates established by this Order are just, reasonable and nondiscriminatory. 

Section 69-3-807(1), MCA.

Order

1. U S West is hereby authorized to increase rates, in the manner indicated below, to

recover $4,406,498 of annual revenue to reflect increased depreciation expense.  US West is

authorized to change rates as follows:  on March 2, 1997 an increase of $0.76 per month on

residential local exchange rates; on June 1, 1998 an increase of $0.39 per month on residential

local exchange rates; on June 1, 1998 an increase of $1.15 per month on business local exchange

rates.  The June 1, 1998 increases are contingent on satisfactory service standard performance

pursuant to Part VII of the Settlement Agreement.  The allocation of the increases are subject to

change based on the results of a complete cost of service review of US West in another

Commission docket. 

Done and Dated this 30th day of January, 1997 by a vote of 4 - 1.
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BY ORDER OF THE MONTANA PUBLIC SERVICE COMMISSION

________________________________________
DAVE FISHER, Chairman

________________________________________
NANCY MCCAFFREE, Vice Chair

________________________________________
BOB ANDERSON, Commissioner

________________________________________
DANNY OBERG, Commissioner

________________________________________
BOB ROWE, Commissioner
(Voting to Dissent - Attached)

ATTEST: 

Kathlene M. Anderson
Commission Secretary

(SEAL)

NOTE: Any interested party may request the Commission to reconsider this decision.  A
motion to reconsider must be filed within ten (10) days.  See ARM 38.2.4806.



USWC DOCKET NO. D96.8.131, FINAL ORDER NO. 5937b
DISSENT OF COMMISSIONER ROWE

This dissent is not intended as criticism either of the Commission’s approach to this case

or of the previous service quality litigation from which this case stemmed.  I also do not

minimize the efforts of two of the parties  in reaching a stipulation in the present case.  However,

voting for the stipulation would be inconsistent with positions I took both in the service quality

litigation and previously in this proceeding.

First, I support using appropriate depreciation schedules.  In recent years the Montana

Commission has tended to use depreciation rates somewhat faster than many other state

commissions, although not so fast as to reward imprudent or unduly short-term decision-making.

 While using somewhat faster depreciation may result in slightly higher short-term rates, the

Commission has recognized that it is fair, results in better matching of investment and recovery,

and supports appropriate levels of investment.  Reasonable depreciation is not the issue.

The issue is the appropriateness of treating a major depreciation adjustment as a single-

issue rate filing.1  Single issue filings are sometimes efficient and proper.  However, they are

problematic when they require making revenue, cost and rate decisions based on a narrow slice

of information.  This is a matching question.  Single issue cases raise a real risk of adjusting

revenue and rates to allow for an increase in one area without considering possible offsetting

decreases in other areas.  Single issue filings of any magnitude generally proceed after some level

of informal or formal audit determines that a more complete review of costs is not required.  The

more remote from the last complete examination, the more possible change in costs since the last

Commission-approved cost study, and the larger the proposed adjustment, the more inappropriate

is a rate increase based on a single-issue filing.

                    
1  6LQJOH#LVVXH#FDVHV#PD\#EH#DSSURSULDWH/#IRU#H[DPSOH/#WR#FRPSHQVDWH#IRU#D#ZKROO\

H[RJHQRXV#FKDQJH#LQ#UHYHQXH#+H1J1#37,#GRFNHW#<81<1476/#UHFRJQL]LQJ#UHGXFHG#XQLYHUVDO#VHUYLFH
IXQGV#RU#3DFLILFRUS#GRFNHW#<81;1447/#SDVVLQJ#WKURXJK#UHGXFWLRQ#LQ#WKH#%3$#UHVLGHQWLDO#H[FKDQJH
FUHGLW,/#RU#IRU#D#VPDOO#WDULII#FKDQJH#+H1J1#37,#GRFNHW#<914414;8/#DOORZLQJ#37,#WR#FKDQJH#IRU
DGGLWLRQDO#OLQH#H[WHQVLRQ#ODERU#RU#HQJLQHHULQJ#ZKHUH#UHTXLUHG,1



In this case, the last adjudicated cost study occurred in Docket 90.12.86, which resulted in

an order in December, 1992.  One could list possible significant cost changes in both directions. 

However, for decision-making, more than speculation is required. Because this case is confined

to only one corner of the jigsaw puzzle, we do not know what the entire picture looks like.

For these reasons I opposed the Commission’s decision, as part of the customer service

settlement, to agree to accept a single issue depreciation filing.  I also opposed the Commission’s

decision in this case to grant U S WEST’s objection to MCC data request 15, which sought to

develop appropriate cost information, and stated at the time that such information would be

important to me in deciding this case.2

For the reasons stated, I do not join in approving the stipulation.

RESPECTFULLY SUBMITTED this 30th  day of January, 1997.

_____________________________
BOB ROWE, Commissioner

                    
2##0&&#'DWD#5HTXHVW#1R1#348#DVNHG#IRU#%WKH#FRVW#DQG#FXUUHQW#UDWH#IRU#HDFK#VHUYLFH

SURYLGHG#LQ#0RQWDQD1%#
$#1RWLFH#RI#&RPPLVVLRQ#$FWLRQ#+GDWHG#2FWREHU#43/#4<<9,#GHQLHG#WKH#&RQVXPHU

&RXQVHO·V#REMHFWLRQ#WR#8#6#:(67·V#IDLOXUH#WR#DQVZHU#WKLV#GDWD#UHTXHVW/#QRWLQJ#WKDW/#%,Q#WKH
6HUYLFH#4XDOLW\#6HWWOHPHQW#$JUHHPHQW#ZLWK#8#6#:HVW#WKH#&RPPLVVLRQ#DJUHHG#WKDW#WKLV#ILOLQJ/
*ZLOO#QRW#UHTXLUH#D#FRPSOHWH#UHH[DPLQDWLRQ#RI#WKH#&RPSDQ\·V#WRWDO#FRVW#RI#SURYLGLQJ#WHOHSKRQH
VHUYLFH#LQ#WKH#VWDWH#RI#0RQWDQD1*%##+5RZH#GLVVHQWLQJ1,

,#DSSUHFLDWH#WKDW#WKH#&RPPLVVLRQ#FRQVLGHUHG#LWVHOI#ERXQG#E\#LWV#SULRU#FRPPLWPHQW#WR
DFFHSW#WKLV#DV#D#VLQJOH#LVVXH#FDVH1##,#DOVR#DSSUHFLDWH#WKDW#RQFH#LWV#GLVFRYHU\#UHTXHVW#ZDV#GHQLHG
WKH#&RQVXPHU#&RXQVHO#PD\#KDYH#EHOLHYHG#WKDW#LW#KDG#OLWWOH#DOWHUQDWLYH#WR#QHJRWLDWLQJ#D
VHWWOHPHQW#EDVHG#RQ#D#VRPHZKDW#GLIIHUHQW#DOORFDWLRQ#RI#WKH#UDWH#LQFUHDVH#WKDQ#8#6#:(67#KDG
RULJLQDOO\#SURSRVHG1


